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NOTES AND MEMORANDA 



THE STOCK CLEARING CORPORATION 

The present Clearing House of the New York Stock Ex- 
change has been in operation since 1892. Only the more active 
stocks dealt in on the Exchange are cleared, and not all Stock 
Exchange firms, even among those with New York offices, are 
members of the Clearing House; certain firms clear through 
others. The institution has been of invaluable service in re- 
ducing the daily turnover of money in New York, and it is 
safe to say that without it the New York money market 
could not handle stock exchange transactions on anything 
like the present scale. 

A brief word may be said in review of the essentials of the 
existing mechanism of stock settlements. As is well known, 
ordinary purchases and sales are made to be deUvered the 
next day between 10 a.m. and 2.15 p.m., either through the 
Clearing House or "ex-Clearing House." All transactions in 
stocks on the Clearing House list, in 100-share lots or multi- 
ples thereof, which take place between member firms that 
belong to the Clearing House, must be put through that in- 
stitution. Members exchange clearing house tickets on the 
day trades are made, and before 5 p.m. the same day all clear- 
ing house tickets and sheets must be delivered to the Clearing 
House. The next morning balance tickets are secured, and 
from these tickets firms know from whom they are to receive 
or to whom they must deliver the net amounts of the cleared 
stocks that they have bought and sold. 

Each day a vast amount of money is "swung" in Wall 
Street. The present Stock Exchange Clearing House greatly 
reduces the swing, but of necessity much remains. A firm, let 
us say, buys $5,000,000 worth of stocks on balance. To pay 
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for these it must borrow that much or ahnost that much 
money. It cannot borrow the money without pledging col- 
lateral in the form of securities, and, aside from what securi- 
ties it has on hand, it cannot get the securities to pledge for 
its borrowings without paying for them. Or a firm may buy 
several million dollars' worth of certain stocks and sell an 
equal amount of other stocks, which would again necessitate 
a large swing of money, even tho it did not require any bor- 
rowing operations. And in either case, the firm would need 
temporary assistance from its bank in the form of certification 
privileges. 

Professor Sprague's monograph on the History of Crises 
under the National Banking System shows what an impor- 
tant place the subject of overcertification of checks in New 
York, in connection with stock exchange operations, had in 
discussions of the New York banking situation, following the 
panics of 1873 and 1884. Before the panic of 1893 broke, the 
Stock Exchange Clearing House had been estabHshed and a 
great measure of rehef afforded. Yet the practice of over- 
certification had continued, and virtually continues still in the 
form of "day loans," granted in the morning and made 
good before the end of the day. It is these loans which make 
possible the daily swinging of money and securities that goes 
on, within a few hours, on such a large scale, every full busi- 
ness day. 

It is worthy of note that at least as far back as the early 
eighties, there were suggestions for a "stock clearing house to 
enable the brokers to make their settlements without caUing 
upon the banks to certify their checks for the purpose of 
clearing their stocks." ^ The Stock Exchange Clearing House 
as established in 1892 did not accompUsh this. It is just that 
which the present Stock Clearing Corporation aims to do, to a 
considerable extent. 

There are at least two factors which have finally brought 
about the establishment of the institution at this time, or at 
any rate made its establishment more than ever desirable. 
One is the very great increase in the number of stocks dealt in 

> Sprague, op. cit., p. 358. See also ibid., pp. 379, 384. 
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on the Exchange and the greater diversity of interest in the 
trading. A dozen years ago, four stocks, two industrials and 
two rails, were the acknowledged leaders on the Board: 
United States Steel common. Amalgamated Copper, Reading 
common, and Union Pacific common. Today only Steel, of 
these four, could fairly be classed as a leader, and Amalga- 
mated is no more. Motors, oils, sugars, and from time to time 
other specialties divide the major part of the interest and the 
trading volume among themselves. As a result, there is a 
smaller ratio of offsets effected by clearing operations, a 
smaller ratio of saving in money turnover, than was the case 
when a small number of leading stocks made up a large part 
of the trading. The day this is written, for example, April 17, 
it takes a column and a half of a newspaper to Ust the stocks, 
one on a line, that were traded in on a Saturday, in a two- 
hour session, with total sales of 450,000 shares; and there are 
sales of seventeen times as many shares of American Safety 
Razor stock as of Union Pacific. The second factor making 
the Stock Clearing Corporation highly desirable is the over- 
burdened condition of the money market and the great 
eagerness of the banks to cut to the minimum the amounts of 
accommodation granted in the form of day loans. 

The Stock Clearing Corporation, which expects to begin 
operations about May 1, succeeds the Clearing House of the 
New York Stock Exchange, which will henceforth be known 
as the Night Clearing Branch of the Corporation. It is in- 
corporated under the laws of New York and has a capital of 
$500,000, all of it owned by the New York Stock Exchange. 
All the new functions of the corporation will be performed by 
the Day Clearing Branch. 

For the present the Day Branch will limit its operations to 
clearing security balances. It expects later to clear loans also. 
Each morning, not later than ten o'clock, clearing members 
will bring to the Day Branch itemized Usts of their balances of 
securities to be received from and delivered to other firms, 
lists made up from balance slips secured from the Night 
Branch. Then through the day they will make and receive 
deliveries of cleared securities, without money payments. 
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taking and giving receipts only. Deliveries will be, as now, 
between members, not to the Clearing Corporation, but car- 
bon copies of receipts will be delivered to the Corporation, to 
serve as a credit there to the account of the deUvering mem- 
ber and a corresponding debit to the receiving member. De- 
liveries must be completed by 2.15 p.m., and between 2.30 and 
3.00 P.M., members must deliver checks to the Corporation 
for their net debit balances for the day, or receive from the 
latter a draft to the amount of the net credit they have estab- 
lished there, as the case may be. For example, if 1000 shares 
of Union Pacific were delivered at 119, and 1000 shares of 
Steel common received at 105, the firm putting these through 
would be entitled at the end of the day to receive from the 
Corporation a draft for $14,000, the difference between 
$119,000 and $105,000. 

The Corporation will be prepared to grant to clearing mem- 
bers accommodation similar in essence to the banks' day 
loans, which will assist them to finance operations during the 
day. This will be the case, however, only after the clearing of 
loans has been instituted, and in connection therewith; 
meanwhile day loans will, as now, be secured from banks. 
Each of the New York banks and banking houses which lends 
money on the Street, and which is approved by the Cor- 
poration, will then have a representative at the office of the 
Corporation during the day, prepared to receive or deliver 
collateral, in making or paying off loans or in substitutions of 
collateral. When loans are made or paid off, securities are to 
be delivered by the borrowers or the lenders, respectively, to 
the Corporation, which will credit or debit the amounts in- 
volved to the accounts of the clearing members, and will 
receive from the lenders the proceeds of a new loan or pay the 
amounts necessary to meet old loans that are being paid off. 
In case a loan is paid off, and a clearing member wishes to use 
some of the securities thereby released, to make a delivery 
on a security balance, he may receive them, provided he 
promptly makes the delivery and returns to the Corporation 
the signed receipt of the clearing member to whom deUvery 
has been made. Or he may obtain certain securities, for any 
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purpose he wishes, by temporarily pledging other satisfactory 
securities in their place, until accounts are settled at the end 
of the day. 

There are sundry complications that need not be gone into. 
The essence of the matter is that, so far as Clearing House 
transactions go, no money will have to pass between Stock 
Exchange clearing firms — or between these firms and banks, 
when loans are cleared — and that at the end of the day each 
clearing member will receive or pay one check covering the 
net balance on all his clearances. 

Two essential elements of the plan have yet to be men- 
tioned, tho they have already suggested themselves to the 
reader. The first is. Whence do the funds at the command of 
the Corporation come ? The second is. What is the Corpo- 
ration's authority over the securities belonging to clearing 
members ? 

The Corporation will have a clearing fund of not less than 
$10,000,000. Each member will be called upon for a contribu- 
tion, the minimum to be $10,000, and the amount in each case 
to be fixed on the basis of the volume of the member's trans- 
actions, with readjustments from time to time if necessary. 
Members will be subject to extra liability equal to their con- 
tributions, to make good losses of the Corporation, should any 
occur. The funds will be deposited in banks and trust com- 
panies of the city. The Corporation's checks, like the present 
drafts of the Stock Exchange Clearing House, will not be 
certified, and will be accepted by the banks like the checks of 
other banks, without certification. Day loans will therefore 
be done away with in connection with all the transactions put 
through the Corporation. 

The power of the Corporation to protect itself must and 
will be great. The daily itemized lists of security balances to 
receive and deliver, that are submitted by members to the 
Corporation, "shall have printed thereon an agreement 
whereby the Clearing Member pledges to the Stock Clearing 
Corporation all of the stocks and bonds in the list of securities 
to be delivered by him and all of the stocks and bonds in the 
list of securities to be received by him, as and when received, 
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to secure payment to the Stock Clearing Corporation of his 
debit balance on the day's transactions. . . ." Further, "the 
Stock Clearing Corporation shall have a Hen for the amount of 
the debit balance of a Clearing Member on any and all securi- 
ties held by it for his account. It shall have the right to bor- 
row money and pledge for the re-payment thereof all or any 
part of the securities held by it for account of a Clearing 
Member either alone or together with securities held by it for 
account of other Clearing Members or otherwise and whether 
or not the amounts for which such securities are pledged shall 
exceed the debit balance of the Clearing Member," and in 
case of insolvency of a member, it may sell any securities held 
by it for the account of the member on the Stock Exchange or 
elsewhere. Finally, the Corporation's duly authorized repre- 
sentatives may at any time examine or inspect the books and 
records of clearing members. 

Dealing with "Anticipated Results," the handbook of the 
Corporation says : 

It is expected that the operations of the Stock Clearing Corpora- 
tion will reduce the demand for day loans from the certifying banks 
by at least 65 per cent and firms now maintaining bank balances for 
the purpose of securing such accommodation will be enabled to re- 
duce their bank balances. Certification will not be entirely elimi- 
nated and reasonable bank balances will have to be maintained but it 
is expected that the reduction in the bank balances which it wiU be 
necessary for Clearing Members to maintain will offset their con- 
tributions to the Clearing Fund. 

There will apparently be an assured reduction in the volume 
of day loans as soon as the Corporation begins to function, 
and even before the clearing of loans begins. This should be 
particularly the case where clearing firms have relatively 
large volumes of stocks to deliver and receive, with a rela- 
tively small net balance of money pajonent to make or receive. 
There will certainly be a decrease in money turnover from the 
start of operations. There is reason to believe that all the 
New York banking institutions that lend in Wall Street will 
find it to their advantage and in no important particular to 
their disadvantage to deal with the large, conservatively 
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conducted, responsible institution that the Stock Clearing 
Corporation should and undoubtedly will be, for a very- 
large part of their stock exchange lending. There will of 
course be no difference whatever in the way negotiations for 
loans are carried on, or rates or other terms fixed; the only 
difference being that in the case of loans cleared through the 
Corporation, the latter will receive and make payments and 
deliver and receive collateral. On the other side, there is no 
question that all the important active trading brokerage 
houses will find it indispensable to belong to the Corporation. 
As these lines are written, there are still a number of houses 
now members of the Clearing House which have not signified 
their intention of becoming members of the Corporation; and 
it is not only likely but certain that some firms, hitherto in- 
active members of the Clearing House, will not find it worth 
their while to become members of the Corporation. But with 
a membership comprising all the stock exchange firms that 
swing large volumes of securities and money, and with the 
cooperation of all the important Wall Street banks, the Cor- 
poration can well look forward to effecting a saving of two- 
thirds of the present certification and "day loans." 

Fkedebic Ernest Richteb. 
New Yobk Citt. 



